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INSTRUCTIONS: 
 This paper consists of 7 pages (including the cover page) and an appendix of 5 pages. 
 Answer all questions.  Show all calculations and workings clearly. 
 Draw a line under each question. 
 Silent, non-programmable calculators may be used. 
 Where applicable, round all calculations to two decimal places, unless stipulated otherwise. 
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 Cost Volume Profit Analysis 
Short term decision making and relevant costing 
Investment Appraisal 
 25 
35 
40 
 45 minutes 
63 minutes 
72 minutes 
    100  180 minutes 
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QUESTION 1 (25 marks) 
So-IT (Pty) Ltd is an innovative South African tablet manufacturer. The So-IT tablets are in 
demand in South Africa. So-IT (Pty) Ltd manufactures and sells three models of tablets 
namely: 101, 102 and 103. All of these tablets are manufactured at the company’s two 
divisions located in Benoni and Soweto. 
Benoni Division 
Benoni Division manufactures and sells the Tablet 103 and has a budgeted contribution 
margin ratio of 60% and total variable costs of R2 100 per unit.  Demand for 2014 is expected 
to be 15 000 units.  The division has the capacity to produce 16 000 units.  Total fixed costs 
are expected to be R23 625 000 in 2014. 
Soweto Division 
Soweto Division manufactures and sells the Tablet 101 and Tablet 102.  The budgeted sales 
and production figures for 2014 are as follows: 
 Tablet 101 Tablet 102 
Full capacity (100%) 20 000 units 10 000 units 
Current capacity based on demand 15 000 units 10 000 units 
Selling prices R6 500 per unit R5 500 per unit 
Variable manufacturing costs (excl machine cost) R1 250 per unit R1 320 per unit 
Variable non-manufacturing costs R325 per unit R225 per unit 
 
Total budgeted fixed manufacturing overheads (excluding machine cost) and administrative 
cost for the Soweto division is R68 000 000. 
Machine costs are expected to be as follows for the different levels of output: 
Total output 
(Units) 
Total cost 
40 000 R1 465 000 
35 650 R1 334 500 
30 400 R1 177 000 
27 600 R1 093 000 
22 000 R925 000 
Variable machine cost per unit is the same for Tablet 101 and Tablet 102. 
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Special order 
Wow Technologies Ltd submitted a proposal to buy 2 000 units of Tablet 103 at a discount of 
10% on selling price. Wow Technologies will require the tablets to be modified to meet the 
needs of its employees. The modification will increase variable cost for So-IT by R150 per 
tablet. So-IT will also have to deliver the tablets to Wow Technologies at a total additional 
fixed cost of R5 750. 
 
Required 
a) Calculate the break-even point in units and the margin of safety ratio for the Benoni 
division.          (4) 
b) Calculate the expected break-even point in units for the Soweto division.  (12) 
c) Based on quantitative factors advise management on whether the special order 
should be accepted         (6) 
d) List three qualitative factors that should be considered before accepting the special 
order.           (3) 
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QUESTION 2 (35 marks) 
This question consist of two dependent parts. 
PART A (25 marks) 
 
Sunshine (Pty) Ltd is a manufacturer of authentic African gifts and currently manufactures 
three products – Dolls, Bracelets and Necklaces.    
 
The following budget has been prepared on a per unit basis: 
 
 Dolls Bracelets Necklaces 
Sales prices R50.00 R90.00 R120.00 
Product cost:    
Metal (R20 per kg) R5.00 R10.00 R20.00 
Wood (R10 per kg) R7.50 R2.50 R2.50 
Beads (R4 per kg) - R1.00 - 
Labour (R25 per hour) R25.00 R50.00 R75.00 
Overheads (50% variable) R6.00 R8.00 R10.00 
Demand per month (units) 900 1 000 1 600 
Metal is limited to 2 000kg per month and wood is limited to 2 500kg per month. 
There are currently 40 labourers who are responsible for the production of products. The 
labourers are highly skilled and it will not be possible to train additional labourers over the 
short-term. The labourers work 8 hours per day.  Assume 20 working days per month. 
Required 
a) Advise management on the optimal production mix per month given the available 
information. Motivate your answer       (25) 
 
PART B (10 marks) 
After the calculation of the optimal production mix was prepared the following information was 
obtained from Sunshine (Pty) Ltd.  
 
- Sunshine (Pty) Ltd signed a contract with the Kruger National Park to supply 1 000 
bracelets per month for the next year.  
This order will receive manufacturing priority. 
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- A second change in the production plans should also be implemented since 
Sunshine (Pty) Ltd received complaints from clients with regard to the quality of the 
Dolls that were produced in the past. It was determined that more labour time is 
needed per Doll to improve the quality of the product. To achieve this, management 
will decrease the labour time spent on each Necklace. 
 Dolls Bracelets Necklaces 
Adjusted labour time (per unit) 2 hours 2 hours 2 hours 
Due to the changes in the manufacturing process the sales prices has also 
been affected and are now as follows: 
 Dolls Bracelets Necklaces 
Adjusted selling prices (per unit) R75 R90 R95 
It was also established that the budgeted demand for Dolls was too 
conservative and that the more accurate demand per month would be as 
follows: 
 Dolls Bracelets Necklaces 
Demand per month (units) 1 500 1 000 
(Kruger Park contract) 
1 600 
 
Required 
a) Advise management on what the optimal production mix per month should be over 
the next year given the additional information regarding the Kruger Park contract, 
labour time per unit and monthly demand.      (10) 
  
Cost and Financial Management 3B CFM33B3 Last Assessment Opportunity 
6 
 
 
QUESTION 3 (40 marks) 
 
The general manager of the nationalised postal service of a small country, Zedland, wishes to 
introduce a new service. This service would offer same day delivery of letters and parcels 
posted before 10 am within a distance of 150km. 
Information regarding the new service line: 
- The service would require 10 new vans costing R80 000 each and 2 trucks costing 
R200 000 each. 
- 18 new workers would be employed at an average annual salary of R130 000 each in 
year 1. 
- Two postal rates are proposed. In the first year of operation letters will cost R0.53 and 
parcels R5.25 to be delivered. 
- Market research undertaken forecasts that demand will average 3 900 000 letters and 
130 000 parcels during the first year and 6 500 000 letters and 260 000 parcels per 
year thereafter. 
- Annual running and maintenance costs on vans and trucks are currently estimated to 
be R20 000 per van and R40 000 per truck respectively in year 1. 
- Vehicles are depreciated over a three year period on a straight line basis. 
Depreciation is tax allowable and the vehicles will have negligible scrap value at the 
end of three years. 
- Advertising in year one will cost R500 000 and in year two R250 000. There will be no 
advertising after year two. 
- Existing premises will be used for the new service but additional annual costs will be 
incurred. The first years costs are estimated to be R150 000. 
- Taxation in Zedland is currently charged at 40%. Assume that there is a one year ta 
lag (i.e. tax is payable one year later and tax benefits are used one year later) 
All of the above costs are current estimates and exclude any inflation effects. Wage and 
salary costs and all other applicable costs are expected to rise because of inflation by 
approximately 5% per year during the three year planning horizon of the postal service.  
The annual sales price increase will be in line with inflation.(do not round off increased sales 
prices) The nationalized postal service has a minimum required rate of return of 15% on new 
projects undertaken and a maximum payback period of three years. 
Note: All calculations should be done as if no cash flows (except for possible taxation cash 
flows) will take place after year 3 regarding the new service line 
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Required 
a) Calculate the after tax net profit per year of the new service line for the three year 
planning horizon. (Deferred tax can be ignored)             (19.5) 
b) Calculate the Accounting rate of return for the three year planning horizon. (2.5) 
c) Calculate the payback period for the new service line.    (6.5) 
d) Calculate the net present value of the new service line.       (9) 
e) Based on your answers in b) – d) above, determine whether the new service line 
should be implemented.        (2.5) 
 
                                            ____________________________ 
 
 
